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PROPOSED
MINUTES OF THE

TEACHERS' RETIREMENT BOARD
OPEN SESSION

THURSDAY, SEPTEMBER 2, 1999
CALIFORNIA STATE TEACHERS’ RETIREMENT SYSTEM

ROBYN D. MILLER BOARD ROOM
7667 FOLSOM BOULEVARD

SACRAMENTO, CALIFORNIA 95826

BOARD MEMBERS PRESENT
Emma Zink, Chairperson
Gary Lynes
Marty Mathiesen
Lillian Raffel
Kathleen Connell, State Controller
Curt Robinson, representing the Superintendent of Public Instruction, Delaine Eastin
Philip Angelides, State Treasurer
Annette Porini, representing the Director of Finance, Timothy Gage

OTHER BOARD MEMBERS PRESENT
Beth Renge, representing the State Controller, Kathleen Connell
Eileen Park, representing the State Treasurer, Philip Angelides

STAFF PRESENT
James D. Mosman, Chief Executive Officer
Patrick Mitchell, Chief Investment Officer
Christopher Waddell, Chief Counsel
Jennifer DuCray-Morrill, Chief External Affairs Officer
Elleen Okada, Director, Investment Administration and External Relations
Michael Carter, DCEO, Client Benefits & Services
Peggy Plett, DCEO, Administration
Laurence Martin, DCEO, Information and Financial Systems
Ken Costa, START Project Director
Ed Derman, DCEO, External Affairs and Program Development
Mary Miles, Administrative Assistant

OTHERS PRESENT
Maureen Rice, SPL WorldGroup Consulting
Laura Metzger, Science Applications International Corporation
Mark Johnson, Milliman and Robinson
Charles Woods, Regional Manager, Watson Wyatt
Donald Douglas, CTA-R
Ellen Logue, CTA-R
Lois Shive, CTA
Loretta Toggenburger, UTLA-R
Gladys Rosemon, ART
Ernest Kettenring, CCAC
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Karen Stapf Walters, ACSA
Al Reyes, UTLA
Edna White, CRTA
Beverly Carlson, CTA
Mike Thelen, Delta Dental
Dorothy Moser, UTLA-Retired
Bill Collins, CTA
George Wichman, CTA
Beverly Carlson, CTA
Charles C. Giarratana, CTA
Rusty Selix, ART
David Hawkins, FACCC
Dolores Sanchez, CFT
Carolyn Widener, CFT
John Baley, FACCC

A quorum being present, Chairperson Zink called the September 2 meeting to order at 10:04 a.m.

II. APPROVAL OF MINUTES OF AUGUST 5, 1999 MEETING
MOTION duly made by Mr. Mathiesen, seconded by Ms. Porini, and carried to
approve the Board Meeting Minutes of August 5, 1999.

III. ANNOUNCEMENTS
There were no announcements.

 IV. COMMITTEE REPORTS
INVESTMENT COMMITTEE: Mr. Lynes, Chairperson of the Investment Committee,
reported that the Committee, in open session, approved the release of the RFPs and the
extension of contracts, if necessary, for Passive Equity managers and Securities Lending
agents.  The Committee adopted the policy on Real Estate Leverage, the continuation of
the current asset allocation, and reviewed the first draft of the 1999 Investment
Management Plan.  Mr. Lynes reported that the Committee received activity status
reports on Credit Enhancements, Real Estate, Alternative Investments and the Chief
Executive Officer.

Mr. Lynes reported that in closed session, the Committee heard a brief pipeline report,
and reports on Real Estate and Alternative Investments.  The Committee briefly
discussed the potential future of a joint real estate acquisition.

Mr. Lynes also reported that the Investment Committee meeting was followed by a
celebration for the System reaching the $100 billion mark.

BY CONSENSUS, the report of the Investment Committee was accepted.

HEALTH BENEFITS COMMITTEE: Ms. Renge, reporting for Dr. Connell, Chairperson
of the Health Benefits Committee, stated that the Health Benefit Task Force met and
decided to consider the Mercer Report as the study and will be making their presentation
to the Board based on that study.  The Health Benefits Task Force will meet again on
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September 27 in Los Angeles to further define the project.  Mr. Phil Jenson, Chief
Financial Officer of Kaiser Foundation Health Plan, made a presentation on health
benefits.  Ms. Renge reported that Mercer is finalizing the project report and will be
developing an executive summary for the November Board meeting.

BY CONSENSUS, the report of the Health Benefits Committee was accepted.

BENEFITS AND SERVICES COMMITTEE: Ms. Raffel, Acting Chairperson of the
Benefits and Services Committee, reported that two items scheduled for this meeting
would be heard in October: Terms and Conditions of Rollover to the Cash Balance
Benefit Program and the Client Advisory Committee update.  The Committee received
reports on the Warrant Stub Message and Level of Service Standards.

BY CONSENSUS, the report of the Benefits and Services Committee was accepted.

  V. CHIEF EXECUTIVE OFFICER REPORT
Mr. Mosman stated that the final drawings and the budget report on the new Board room
configuration would be presented at the next Budgets and Audits Committee meeting.

 VI. START PROJECT STATUS
Mr. Costa, Ms. Metzger of Science Applications International Corp., and Ms. Rice of
SPL WorldGroup Consulting, provided an update on the START Project.  Mr. Costa
reported that the Survivor Benefits design has been completed with a delivery date of
October 1.  SPL requested that Release 9, scheduled to be delivered on September 1, be
postponed until September 7 to complete quality assurance testing.  Mr. Costa also
reported that staff will begin to focus on integration testing as soon as possible.  Mr.
Costa also distributed a chart identifying the critical points necessary to meet the March
2000 start date.

Dr. Connell arrived at 9:40 a.m.

Discussions ensued regarding the START budget.  Mr. Angelides requested staff to come
back to the Board with a report identifying the efficiencies to be gained from the START
system.

.
VII. REPORT ON THE VALUATION OF WATSON WYATT BENEFITS ESTIMATE

Ms. DuCray-Morrill introduced Mr. Charles Woods, Regional Manager of Watson
Wyatt, and Mr. Mark Johnson, representing Milliman and Robertson.  Mr. Johnson
provided a summary on the findings of the special review of the 1998 benefit
enhancements to the Defined Benefit Plan.  Mr. Johnson reported on three significant
findings as indicated in his August 31, 1999 report.  These finds were as follows:  the
estimated costs in 1998 were understated due to technical problems; the estimated costs
in 1998 were understated due to the timing of the effective date of the legislation; and the
technical problems associated with these cost estimates were also present in the 1998
Actuarial Valuation.
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Mr. Woods agreed with the fundamental findings by Milliman and Robertson, and
apologized to the Board for the incorrect information.  Mr. Woods agreed to reimburse
the System for the amount charged by Watson and Wyatt to rerun numbers and to
reimburse the cost for Milliman and Robertson to validate their valuation.

Dr. Connell expressed her concerns about the process and lack of control mechanisms by
Watson Wyatt and asked for a detail of their control mechanisms for future processes.
Dr. Connell also asked if prior year valuations should be reviewed. Mr. Woods responded
that a thorough review of the processes would be initiated.  Dr. Connell also asked that
staff hire a firm to verify the initial numbers in the valuation report and for staff to
schedule a closed session to discuss issues of liability.  Mr. Woods suggested that there
be an audit of the 1997 valuation results.  Mr. Johnson suggested that a parallel valuation
be done on 1999 valuation results.

Staff was directed to come back in October with appropriate open and closed session
items to address contract and performance issues and options available for the actuarial
evaluation that would validate the System’s liabilities over time.

VIII. UPDATE ON LEGISLATION
Ms. DuCray-Morrill provided a copy of the retirement coalition’s agreement dated
August 31, 1999, a summary of the proposed benefits, and an analysis of AB 821(one
year final compensation).  Discussion ensued regarding the benefit enhancement options
and their costs.  Dr. Connell suggested that the Board prioritize the benefit options, and
the areas of funding subject to validating the estimated level of funding available.
Discussion continued. Comments requesting that the Board support all the proposals were
made by the retirement coalition, including Mr. Walrath of CRTA, Ms. Carlson of CTA,
Mr. Selix of ART, by Ms. Logue of CRTA, Ms. Toggenburger of UTLA-R, and Mr.
Baley of FACCC.

Ms. DuCray-Morrill recommended that the Board support proposed legislation to fund
the benefit shortfall, the minimum allowance for the lowest paid and oldest retired
members, an ad hoc amount for retirees, and to increase purchasing power to 80 percent.

MOTION duly made by Mr. Angelides, seconded by Dr. Connell, and carried to
advise the Legislature that the estimated $6.8 billion of excess earnings based on
the valuation of June 30, 1998, is still subject to further validation.  The Board’s
priority to use these funds is as follows: to fully fund the benefits shortfall, to
support the retirement coalition’s recommendation to increase the minimum
allowance for the lowest paid retirees, the ad hoc for retirees, and to fund benefits
for those who retired in 1998 with the new benefit enhancements.  Additionally,
the Board supports a 80 percent purchasing power program, to be funded through
the SBMA.  Ms. Porini abstained.

Staff was directed to draft a letter for the Chairperson’s signature explaining the Board’s
position on the benefit enhancement proposals before the Legislature.

Dr. Connell and Mr. Angelides left at 12:40 p.m.  Ms. Renge came forward to represent
the State Controller and Ms. Park came forward to represent the State Treasurer.
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Ms. DuCray-Morrill read into the record the proclamation from Governor Davis
proclaiming September 1, 1999 as “Teachers’ Retirement Security Day” as a result of the
CalSTRS investment portfolio reaching the $100 billion milestone.

STATE:  Mr. Derman provided an update on State legislation.

FEDERAL: Ms. DuCray-Morrill had nothing to add to the written report.

 IX. SEC “PAY TO PLAY” REGULATIONS
This item has was deferred to the October meeting.

X. TRAVEL
Mr. Mosman added a request by the Treasurer’s Office to attend the CII meeting in
September in San Francisco.

MOTION duly made by Mr. Lynes, seconded by Ms. Porini, and carried to adopt
the proposed travel as amended.  Ms. Renge voted no.

MOTION duly made by Mr. Lynes, seconded by Ms. Porini, and carried to adopt
the travel summaries.

 XI. CALSTRS CORPORATE IMAGING PROJECT
This item was deferred to a future meeting.

XII. PROPOSED BOARD CALENDAR
Mr. Mosman was instructed to cancel the December 1999 meeting if there is no urgent
business to conduct.  Mr. Lynes requested that the three-day meeting schedule be reduced
to two-day meetings if possible.

XIII. OPPORTUNITY FOR STATEMENTS FROM THE PUBLIC
There were no statements.

XIV. MOVED TO CLOSED SESSION
Chairperson Zink moved into closed session at 12:50 p.m.

XV. ADJOURNMENT
At 12:56 p.m., Chairperson Zink returned to open session.  There being no further
business to conduct, the meeting was adjourned at 12:57 p.m.

_________________________________
James D. Mosman, Chief Executive Officer
and Secretary to the Teachers’ Retirement Board

________________________________
Emma Zink, Chairperson


